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ABSTRACT:
Purpose: The purpose of this study is to examine the factors that influence the

enterprises (MSEs) in Samara-Logia city administration, Afar Region. Unlike prt ly focused
on enterprise suitability, this study seeks to fill a gap in the literature by highli e of institutional
support in shaping enterprise outcomes.

Method: To achieve this objective, the study employed an explanato ata were collected

through a five-point Likert scale questionnaire administered to 21
random sampling techniques. The analysis was conducted usin
ensuring the reliability and validity of the results while confirmin
Findings: The findings reveal that managerial skills, tecnolog
a positive and significant influence on the performance
directly and indirectly through the mediating role of in
in MSE performance, underscoring the robustness of t

ing stratified and simple
odeling with Smart PLS 4.0,
Inearity issues.

e, finance, and social factors all exert
these factors affect performance both

owners should prioritize strengthening 4
enhancing technological adoption,
systems must be ensured, as th
of MSEs.
Originality: The or/g/nallt [ jits focus on institutional support as a mediating factor, which has

expanding access to finance, improving infrastructure,
petworks. At the same time, strong institutional support
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1. INTRODUCTION

Nowadays, micro and small enterprises (MSEs) are increasingly essential for long-term progress and
prosperity, serving as the backbone of many economies (Tadesse, 2014). Micro and Small Enterprises
(MSEs) are crucial for sustainable socio-economic development, as they create long-lasting jobs and
income opportunities (Zambad & Londhe, 2014).

Around the world, micro and small enterprises, or MSEs, are recognised for their significant
contributions to job creation and economic growth (Osotimehin et al., 2012; Matthew et al., 2020). In
both developed and developing countries, MSEs are now among the most crucial instruments for
addressing social and economic problems and accomplishing development objectives (Bai et al., 2021;
Miah et al., 2015; OECD, 2017). Over 90% of total income in most nations is comprised by MSEs
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(Razak et al., 2018; Tambunan, 2020). The small and micro enterprise (SME) sector is widely
recognised as a vital driver of employment generation, tackling unemployment, and fostering overall
social development. This is particularly significant as a substantial portion of the global workforce,
ranging from 48 to 51% in Latin America, 65% in Asia, and 72% in Sub-Saharan African countries, is
engaged in this sector (Awartani & Millis, 2018; ILO, 2015).

In African nations, the substantial role of Micro and Small Enterprises (MSEs) in employment
and GDP contribution has been frequently underestimated (Li & Rama, 2015). However, these
enterprises significantly drive economic growth through operational activities, notably exemplified by
job creation in Nigeria (Matthew et al., 2020). Collectively, MSEs make significant contributions to
national economies, accounting for over 50% of African GDP and approximately 60% of employment
(White, 2018; Muiruri, 2017). Despite generating about 80% of new jobs, African SMEs also bear the
majority of job losses (ILO, 2019). In South Africa, entrepreneurship and new venture creation prioritise
employment opportunities for MSE employees, reflecting broader social goals beyond economic
imperatives in poverty alleviation (Rambe & Mosweunyane, 2017).

In five countries across Sub-Saharan Africa, including Botswana, Kenya, f

growth is attributed to MSEs (Diao et al., 2018). Notably, in Ethiopia, M$
97% of employment within the manufacturing sector (Li & Rama, 2013

as a pivotal driver of economic activity in developing natioszg > play a crumal role in

generating jobs and income, particularly among the urby i gsihun & Paul, 2017). They
exhibit notable employment growth rates (Geremewe,

industrial production and exports (Abebe & Gebrpmarla‘ )verall, MSEs play a crucial role in
fostering economic growth and facilitating the ti it AW lture to industrialisation (Ermias et

al., 2017). According to Fufa (2015), Ethiopia is o) 9/~.,_. 0 mlcro and 31,863 small businesses,
comprising 99.40% and 0.46% of industz

Papid gr@th of small firms in Ethiopia is offset by a significant rate of business
.A4015), with the risk of failure being particularly pronounced within the initial
Zehanna et al., 2018). The key challenges include financial constraints, a
Pyees (Tarfasa et al., 2016; Endris & Kassegn, 2023), inadequate financial

. Furthermore, enwronmental influences affect business operations, encompassing
social (MeN@za et al., 2023), economic (Situm, 2023), cultural, political, legal (Beshir, 2022; Ayinaddis,
2023), and Yechnological factors (Teka, 2022; Mansur & Djaelani, 2023). Additionally, internal factors
such as personal attitudes, training, and technical proficiency also significantly influence MSE
performance (Assefa & Cheru, 2018; Ferejo et al., 2022).

The existing studies in this field have not been thoroughly explored, leaving significant gaps in
contextual understanding, methodological approaches, and inconsistencies across research findings.
Some studies have primarily focused on enterprise frequency rather than evaluating their performance,
while others have neglected to consider crucial factors. Geographically, research has been mainly
concentrated in Addis Ababa and other regional cities, with less attention given to other areas. To
address these deficiencies and provide comprehensive insights, this study investigates the factors
affecting the performance of micro and small enterprises, with a particular focus on the mediating role
of institutional support in Samara-Logia city administration, Afar Region, Ethiopia.

Based on the introduction in its objectives, this study attempts to answer six research questions:
1) What is the effect of managerial skills on the performance of Micro and Small Enterprises in Samara-
Logia city administration? 2) What is the effect of technological factors on the performance of Micro and
Small Enterprises in the Samara-Logia city administration? 3) What is the effect of access to
infrastructure on the performance of Micro and Small Enterprises in the Samara-Logia city
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administration? 4) What is the effect of access to finance on the performance of Micro and Small
Enterprises in Samara-Logia city administration? 5) What is the effect of social factors on the
performance of Micro and Small Enterprises in Samara-Logia city administration? 6) What is the
mediating role of institutional support on the relationship between key determinants and the
performance of Micro and Small Enterprises in Samara-Logia city administration?

2. LITERATURE REVIEW

Although Micro and Small Enterprises (MSEs) have played a vital role in community development by
bolstering community capital and harnessing local resources, they encounter numerous obstacles that
hinder their entire operation and transformative impact (Matthew et al., 2020; Osotimehin et al., 2012).
These challenges include limited access to finance, deficiencies in managerial skills, inadequate
infrastructure, and insufficient resources or mechanisms, particularly in terms of teckaay (poor
technology).

2.1. Managerial Skills and the Performance of MSEs
Micro and Small Enterprises, typically owned and managed by one persog

Organisations leverage technological ies WPLtimiISe operational processes and activities, with
the overarching goal of enhangin§ hance (Yakubu & Lily, 2019). The crux of the

thereby enhancing the effigg resources and machinery, and consequently leading
i 4 (- lditionally, entrepreneurs can utilise technology to establish

2.3. Access to Infrastructure and the Performance of MSEs

Infrastructure is crucial for economic growth, as evidenced by research indicating a strong link between
access to infrastructure and increased productivity (Ombi et al., 2018; Enang & Bassey, 2017). In
developing economies, the presence of infrastructure can significantly influence a company's financial
outcomes, particularly in areas where infrastructure is underdeveloped or absent (Ndiaye et al., 2018).
Despite this, there is an apparent disconnect in the literature regarding the association between
infrastructure quality, such as reliable energy and water, accessible roads, and economic progress in
many developing nations, especially those in Sub-Saharan Africa (Calderon et al., 2018).

The absence of robust infrastructure adversely affects the manufacturing sector, impeding
Micro and Small Enterprises' (MSEs) competitiveness in the international arena (Obokoh & Goldman,
2016). Additionally, inadequate infrastructure, such as poor roads, unreliable water and electricity, and
deficient telecommunications, poses barriers to the expansion of micro and small enterprises
(Mambula, 2002). Nevertheless, research indicates that infrastructure access has a beneficial and
noteworthy impact on MSE performance (Sefiani & Bown, 2013), corroborating the positive correlation
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between infrastructure levels and MSE efficacy (Camara & Tuesta, 2014; Obokoh & Goldman, 2016;
Islam & Hossain, 2018).

H3a: Infrastructure has a positive effect on the performance of MSEs.

H3b: Infrastructure has a positive effect on institutional support

2.4. Access to Finance and the Performance of MSEs
In developing nations, financial institutions, particularly microfinance institutions, facilitate access to
financial services for business enterprises, especially Micro and Small Enterprises (MSEs). Research
suggests that micro-financial services generally have a positive impact on the operation and
performance of MSEs (Ibor et al., 2017; Ates et al., 2013; Parvin et al., 2020). However, there are
contrasting views, with some studies indicating a coincidental effect of microfinance on the nerformance
of MSEs (Kijkasiwat & Phuensane, 2020). Additionally, access to finance is reporteg

2.5. Social factors and the performance of MSEs
Social factors play a pivotal role in either fostering or hizg

performance of entrepreneurs in small and micro enterpfles (Khzdet al.¥2011; Mozumdar et al., 2020).
Raheem (2013) conducted research aimed at idnntifying factors affecting the performance of

polltlcal factors. Certain societies embrace ant yrage mmiovation and novelty, thereby endorsing

entrepreneurlal endeavours and rew2qms . ieti
: pimenit and growth of entrepreneurship.

prent aversions to profit-oriented activities (Animaw,

institutiona® frameworks, as well as non-compliance with regulations and a shortage of practical training
for business leaders. Furthermore, business owners often demonstrate a lack of reliability, inefficiency,
and poor foresight. Small and medium-sized enterprises face specific challenges, including inadequate
accounting methods and a limited culture of collaboration. Additionally, the way society views these
companies and their products can sometimes cast them in a negative light.

H6: Institutional supports have a positive effect on the performance of MSEs

H7a: Institutional support mediates the effect of managerial skills on the performance of MSEs.

H7b: Institutional support mediates the effect of technological factors on the performance of MSEs.
H7c: Institutional support mediates the effect of infrastructure on the performance of MSEs.

H7d: Institutional support mediates the effect of access to finance on the performance of MSEs.

H7e: Institutional support mediates the effect of social factors on the performance of MSEs.

Based on a review of past studies on the factors influencing the performance of micro and small
enterprises, the following conceptual frameworks are presented in Figure 1.
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Figure 1. Conceptual Framework
Source: Constructed by the Researcher, 2025

3. METHOD

3.1.Research Design
This study employed a quantitative approach through arfxplanatory res@#rch design. An explanatory

MSE performance.

3.2.Data Collection

and the d2@collected was used solely for academic purposes without disclosing personal information.
Questions Were structured neutrally to avoid discomfort, and the study posed no physical or
psychological risks. Therefore, this study met ethical standards for social research involving human
respondents.

3.3.Data Analysis

The study employed inferential statistics, which enable the inference of relationships between two or
more variables from the data through analysis, and how several independent variables might explain
the variance in a dependent variable. The study used a structural equation model to show the direct
and indirect effects of independent variables on the dependent variable.

In SEM, a model is tested for the quality of the measures (Measurement Model) through tests
of validity and reliability, and then for the interrelationship between the variables (Structural Model),
which focuses on assessing the interrelationship between variables via the examination of direct and
indirect effects, as well as testing the mediation effect. A PLS-SEM (Partial Least Squares Structural
Equation Modelling) data analysis technique was employed, and the process was facilitated using the
SmartPLS 4 software.
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4. RESULTS AND DISCUSSION

The survey results in Table 1 show that out of 212 respondents, the majority were male (75%) and
within the age range of 30-39 years (61.8%), while only 3.06% were aged 50 and above. Regarding
marital status, half of the respondents were married (50%), followed by singles (43.9%), with a few
divorced (4.7%) and widowed (1.4%).

Table 1. Demographic Information

Items Options Frequency Percent
Sex Male 159 75.00
Female 53 25.00
Age 20-29 years 44 21.00
30-39 years 131 61.79
40-49 years 30 14.15
50 and above years 7 3.06
Marital status Single 93 43.86
Married 106 50.00
Divorced 10 4.72
Widowed 3
Service in business 0-3 years 61
3-6 years 108
6-9 years 33
10 years and above 4
Level of education Primary school 86
High school 81
Diploma/degree 45
Sectors Construction A
Manufacturing
Service
Urban Agriculturg
Trade

Total

Source: Survey result, 2025

making a dé&@sion about the structural model (Ringle & Sarstedt, 2022). A structural model (path
coefficient, coefficient of determination) was employed in a sequential two-step process (Hair et al.,
2021b; Pueyo-Garrigues et al., 2023).

Measurement Model

Indicators Reliability (Indicator Loadings). According to Ringle & Sarstedt (2022), the first step in
examining a measurement model is to determine the percentage of each indicator's variance that can
be attributed to its corresponding construct. It is advised to use indicator loadings greater than 0.708.
However, indicators with loadings between 0.40 and 0.708 should only be removed if doing so raises
the indicator's convergent validity or internal consistency reliability above the recommended threshold
value (Kamis et al., 2020).

Based on Figure 2, when deciding whether to remove an indication, one must also consider
how doing so may impact content validity, which is the degree to which a measure accurately captures
all aspects of a particular concept (Hair Jr. et al., 2017). Consequently, indications that have lower
loadings are occasionally retained.
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Figure 2. Graphical output of indicator loading
Source: Data processed, 2025

) should be removed from the
construct explains less than 50% of the

Nonetheless, indicators with extremely low loa
measurement model at all times, as they '|cat

Table 2. Cronbach 7 Reliability, rho-a, rho-c, and AVE
Composite reliability Composite reliability Average variance

(rho_a) (rho_c) extracted (AVE)
0.908 0.927 0.718
0.820 0.852 0.537
0.822 0.869 0.573
Finance . 0.863 0.898 0.640
Social factor 0.846 0.858 0.891 0.621
Institutional support 0.807 0.821 0.865 0.561
Performance of MSEs 0.912 0.913 0.932 0.696

Source: Data processed, 2025

According to the results presented in Table 2, all Cronbach's alpha values in this study ranged from
0.785to0 0.912, all composite reliability (pc) values were between 0.852 and 0.932, and the rho-a values
ranged from 0.820 to 0.913. Therefore, the values in this study were above the recommended values,
indicating that each variable considered in this study had acceptable internal consistency and was
therefore reliable in measuring what it was designed to measure.

Convergent Validity. Convergent validity is a critical indicator of the quality of a measurement model,
particularly when it consists of a series of question statements. It demonstrates that the participants
interpret the question-statements as intended by the researchers (Amora, 2021). Convergent validity is
used to assess the quality of statements under each indicator using the Average Variance Extracted
(AVE), which reflects the proportion of variance explained by a construct in relation to the total variance



Small Business Accounting Management and Entrepreneurship Review (SBAMER), Vol 6 No 1, 2026, pp. 1-19

of its indicators (Kock, 2020a). According to Henseler et al. (2009a), the AVE should exceed 0.50 to
indicate good convergent validity.

In this study, all AVE values shown in Table 2 exceeded the minimum threshold of 0.50,
confirming that the constructs exhibited positive correlations with their respective indicators. Therefore,
the study supports the criteria of convergent validity.

Discriminant Validity. To determine how effectively the tested constructs differentiated from the other
components, discriminant validity analysis was performed. Three tests should be conducted to evaluate
discriminant validity through Cross Loading, Criteria Fornell & Larcker and Heterotrait Monotrait Ratio
(HTMT) (Hair et al., 2021b).

Cross Loadmg Accordlng to Chin's (1998) crlterlon the observed varlables in the original constructs

Ringle, et al., 2012a).

Table 3. Discriminant Validity-Cross Loading

Categories Techno Finac Infra
Techno1 0.735 0.413 0.336
Techno2 0.750 0.326 0.367
Techno3 0.576 0.323 0.307
Techno4 0.780 0.499 0.418
Techno5 0.802 0.333 0.363
finac1 0.395 0.697 0.488
finac2 0.479 0.846 0.494
finac3 0.440 0.811 0.505
finac4 0.403 0.801

finac5 0.418

infra1 0.431

infra2 0.344

infra3 0.399

infra4 0.247
infrab
insts1
insts2
insts3

insts4

performan®&

performance?2 0.441 0.484 0.477
performance3 0.498 0.531 0.551
performance4 0.404 0.560 0.543
performance5 0.483 0.605 0.633
performance6 0.488 0.486 0.541
socf1 0.249 0.253 0.284
socf2 0.194 0.333 0.282
socf3 0.262 0.362 0.376
socf4 0.289 0.433 0.505

socfb 0.277 0.331 0.386
Source: Data processed, 2025

The results in Table 3 showed that the cross-loading value for an item under its parent construct was
greater than the loading value for another construct. Therefore, it provides evidence of validity for the
measurement model construct.

Fornell and Larcker Criterion. The Fornell-Larcker criterion is important for accurately detecting
discriminant validity issues in empirical applications (Hair et al., 2021). This criterion is conducted by
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comparing the value of the AVE square root with the construct correlation value that displays the highest
value in any column or row relative to the highest correlation value of any other construct. The Fornell-
Larcker criterion is applied (Hair et al, 2017). In other words, the bold diagonal values in Table 4, should
be higher than the corresponding vertical and horizontal values; the analysis's results led to the Fornell-
Larcker criterion validation of the discriminant validity test in the measurement model.

Table 4. Fornell- Larcker Criterion

Categories Techno Finac Infra Insts Mng Performance  Socf
Techno 0.733

finac 0.534 0.800

infra 0.495 0.628 0.757

insts 0.518 0.669 0.660 0.749

mng 0.271 0.345 0.334 0.475 0.847
performance  0.555 0.649 0.657 0.468 0.477
socf 0.325 0.440 0.476 0.596 0.318

Source: Data processed, 2025

Heterotrait-Monotrait Ratio (HTMT). The heterotrait-monotrait
to overcome the limitations of the Fornell and Larcker criterion
is the average correlation value of the items across const
average correlations for the items measuring the
Discriminant validity evaluation using the HTMT ratio
(Donkor et al.,, 2021). Moreover, the conservative
constructs that are conceptually more distinct tra
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Figure 3. Charts of HTMT-Criterion

Source: Data processed, 2025

According to the bar graph titled Heterotrait-Monotrait Ratio (HTMT) in Figure 3, all constructs included
in the study demonstrate strong discriminant validity, as each HTMT value remains below the critical
threshold of 0.90 or 0.85. As a result, the measurement model’s discriminating validity met all the
requirements. The green colour, as shown in Figure 3, denotes the fulfiiment of the HTMT criterion
requirement. Therefore, the results of the validity and reliability assessment indicated that there were
no validity or reliability problems in this study, and that the data were both valid and reliable for further
analysis.

4.2. Structural Model Assessment

After the measurement model was checked, the conceptual model was developed to address the direct,
indirect and total effects in the structural model. Using the PLS Bootstrapping method, collinearity tests,
effect sizes (f2), coefficients of determination (R?), and path coefficients are conducted.
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The Collinearity Test

According to Mooi & Sarstedt (2016), it is necessary to examine any possible collinearity problems in
the structural model regressions. The variance inflation factor (VIF) values are derived from the
construct scores of the predictor constructs in each regression in the structural model (Kyriazos & Poga,
2023). According to Ringle & Sarstedt (2022), VIF values above 5 indicate a probable collinearity issue
among predictor constructs.

Table 5. Inner values of the VIF

Categories Techno finac infra insts mng performance
Techno 1.497 1.534
finac 1.944 2.160
infra 1.906 2.074
insts 2.844
Mng performance 1.201 1.298
Socf 1.388 1.585

Source: Data processed, 2025

Based on the report in Table 5, the VIF of this study in the inner model was beloyg
had no collinearity issues.

Coefficient of Determination (R?).

The explanatory power of the model is indicated by the coefficient 7, which shows

Table 6. R-square value
Categories R-square R-square adjusted
Institutional support 0.648
MSEs performance 0.699

Source: Data processed, 2025

Table 6 revealed that the R? values fg ance and institutional support were concurrently

Jria.bles. The effect size (f2), as described by Cohen (1998), indicates that
0.15 is moderate, and those above 0.35 are considered strong.

Table 7. Effe
Categories Techno  Finac Infra Mng Socf Insts Performance

Techno 0.025 0.045

finac 0.111 0.023

infra 0.088 0.037

insts 0.127

Mng 0.081 0.038
performance

socf 0.142 0.092

Source: Data processed, 2025

Based on Table 7, each external latent variable contributes a small 0.023 to moderate 0.142 effects for
the endogenous latent variable. If the independent variable, social factor, were removed from the model,
it would have a 14.2% influence on MSEs’ performance and a 9.2% influence on the R-square value of

10
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institutional support. In the same way, other exogenous variables influence the R? value of an
endogenous variable.

Hypothesis Testing
Direct Effect. Direct effect refers to the analysis of the impact of independent variables on dependent
variables without the influence of mediators.

Table 8. Path coefficients for direct effects

Categories B M SD T P
finac -> insts 0.274 0.278 0.086 3.198 0.001
finac -> performance 0.117 0.117 0.079 1.486 0.137
infra -> insts 0.243 0.237 0.073 3.310 0.001
infra -> performance 0.147 0.141 0.057 2.570 0.010
insts -> performance 0.348 0.345

mng -> insts 0.186 0.182

mng -> performance 0.118 0.119

socf -> insts 0.270 0.273

socf -> performance 0.203 0.207

Techno -> insts 0.113 0.115

Techno -> performance 0.142 0.143

Source: Data processed, 2025

the direct effect of finance on performance wd
1.486, p = 0.137), as the t-value was less than
null hypothesis for this direct relationshbigma

Finally, technology had a positive and significant effect on institutional support (B = 0.113, t =
2.450, p = 0.014) and also on performance (B = 0.142, t = 2.606, p = 0.009). This indicates that the
adoption of technology contributes to strengthening institutional support and improving the performance
of MSEs.

Overall, the findings suggest that, except for the direct relationship between finance and
performance, all other hypothesised paths were statistically significant.

Indirect Effect (Mediation Analysis). This was based on the results of smart PLS4-SEM to determine
whether institutional support mediates the relationship between each determinant factor and MSE
performance. The mediation results presented in the Table 9 show that institutional support significantly
mediates the relationship between technology, finance, infrastructure, managerial skills, social factors,
and the performance of MSEs.

The indirect effect of technology on performance through institutional support was positive and
statistically significant (B = 0.039, t = 2.023, p = 0.043). Since the t-value was greater than 1.96 and the

11
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p-value was less than 0.05, the null hypothesis was rejected. This implies that a 1% improvement in
technology increases performance by 3.9% through the mediating role of institutional support.

Table 9. Mediation Analysis

Categories B M SD T P
Techno -> insts -> performance  0.039  0.039 0.019 2.023 0.043
finac -> insts -> performance 0.095 0.094 0.037 2.547 0.011
infra -> insts -> performance 0.085 0.083 0.039 2.188 0.029
mng -> insts -> performance 0.065 0.062 0.026 2.540 0.011
socf -> insts -> performance 0.094 0.095 0.037 2.508 0.012

Source: Data processed, 2025

Similarly, the indirect effect of finance on performance through institutional suppgalles positive

8.5% increase in performance via institutional support.
The indirect effect of managerial skills on performance j

positive and statistically significant (3 = 0.094, t = 2.508,
in social support leads to a 9.4% improvement in perforn
Overall, the findings confirm that institutional supzé ignif¥nt mediating role in enhancing the

only indicated the direct effects. Ag il e literature, it is preferable to report total effect
analysis. According to Chin (2014), b the sum of the direct effect of each variable and

support.

Table 10. Total ef
Categories M SD T P

finac -> ingj 0.278 0.086 3.198 0.001
finac -> 0.212 0.212 0.080 2.648 0.008
infra -> il 0.243 0.237 0.073 3.310 0.001
infra -> pe'\QR 0.231 0.225 0.063 3.648 0.000
insts -> peri 0.348 0.345 0.096 3.631 0.000
mng -> insts 0.186 0.182 0.059 3.135 0.002
mng -> performance 0.183 0.181 0.049 3.758 0.000
socf -> insts 0.270 0.273 0.065 4.129 0.000
socf -> performance 0.297 0.303 0.072 4.138 0.000
Techno -> insts 0.113 0.115 0.046 2.450 0.014
Techno -> performance 0.182 0.182 0.053 3.449 0.001

Source: Data processed, 2025

The total effect results presented in the Table 10 indicate the overall influence of finance, infrastructure,
managerial skills, social factors, and technology on institutional support and the performance of MSEs.
The effect of finance on institutional support was positive and significant (B = 0.274, t = 3.198, p =
0.001), indicating that a 1% increase in finance improves institutional support by 27.4%. Likewise, the
total effect of finance on performance was also positive and statistically significant (B = 0.212, t = 2.648,
p = 0.008). This suggests that a 1% increase in access to finance enhances performance by 21.2%,
considering both direct and indirect effects through institutional support.

The results further show that infrastructure has a significant influence on institutional support
(B=0.243,t=3.310, p = 0.001) and has a positive total effect on performance (f = 0.231, t = 3.648, p
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= 0.000). This implies that a 1% improvement in infrastructure increases institutional support by 24.3%
and performance by 23.1%.

The effect of institutional support on performance remained positive and significant (8 = 0.348,
t = 3.631, p < 0.001), confirming that stronger institutional support directly contributes to better
performance outcomes for MSEs.

Similarly, managerial skills had a significant total effect on institutional support (B = 0.186, t =
3.135, p = 0.002) and on performance (§ = 0.183, t = 3.758, p < 0.001). This means that strengthening
managerial skills improves both institutional support (by 18.6%) and performance (by 18.3%).

The total effect of social factors on institutional support was significant (B = 0.270, t =4.129, p
< 0.001), and the effect on performance was also positive and significant (B = 0.297, t = 4.138, p <
0.001). This suggests that a 1% improvement in social support results in a 27% increase in institutional
support and a 29.7% increase in performance.

Finally, technology had a significant positive effect on institutional support ([
p = 0.014) and on performance (f = 0.182, t = 3.449, p = 0.001). This indicateg

4.3.Discussion
The Influence of Access to Finance on Institutional S

(2025) also found that digital financial inclusion §
its effect on MSME performance is only signifi
words, finance strengthens institutions first. and

The practical implication of thg Aings

wied by institutional support. In other
s to performance.

®icies to improve financial access for MSMEs
Without strong institutional support—for example,
clear regulations, mentoring, Mal networks—finance will not directly improve
performance. Therefore, 1 ¥ strategies must integrate financial policies with
institutional strengthening ance can serve as an effective catalyst for increasing MSME

a long-term¥8trategy to strengthen the MSME ecosystem. Physical and digital infrastructure not only
improves operational efficiency but also strengthens institutional support, which is a crucial determinant
of performance. Therefore, infrastructure development policies need to be integrated with mentoring
programs, clear regulations, and access to supporting institutions. This combination can be an effective
catalyst for improving the competitiveness and sustainability of MSMEs.

The Influence of Institutional Support on MSEs’ Performance

Jalali (2025) emphasized that government and institutional support play a crucial role in improving the
international performance of MSMEs, particularly within a stable institutional context. Susanty et al.
(2024) also found that institutional support in the form of training, regulations, and access to formal
networks strengthens managerial capabilities and increases MSME competitiveness in the digital era.
Thus, institutional support serves as a mediator connecting resources (finance, infrastructure,
technology) with improved performance.

The practical implication of these findings is that MSME development policies must prioritize
institutional support. Mentoring programs, clear regulations, and access to financial institutions and
formal markets will strengthen MSMEs' position within the business ecosystem. Without adequate
institutional support, MSMESs' resources will not be optimally utilized to improve performance. Therefore,
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MSME development strategies need to integrate institutional policies with resource provision for a more
significant and sustainable impact on performance.

The Influence of Managerial and Marketing Skill on Institutional Support and MSEs’ Performance
Susanty et al. (2024) emphasize that managerial skills in strategic thinking, leadership, and digital
literacy play a crucial role in enhancing the competitiveness of MSMEs in the digital era. They found
that managers who are able to integrate technology and business strategy are more effective in
strengthening institutional support and improving performance. Furthermore, Jalali (2025) also
highlights that institutional support is more optimal when supported by strong managerial capacity,
enabling MSMEs to capitalize on international market opportunities.

The practical implication of these findings is that strengthening managerial capacity should be
a priority in MSME development strategies. Management, leadership, and digital literacy training
programs will help MSMEs not only manage resources more efficiently but also strengthen relationships
with supporting institutions. Thus, enhanced managerial skills serve as a catalyst that strengthens the
MSME ecosystem and ensures that institutional support can translate into sustaing formance
improvements.

part of MSME development strategies. Programs that e| ?
and strengthening brand reputation will strengthen inst\gi d@port while improving performance.
By building trust and solid social relationships, iAcater legitimacy, access to broader
markets, and stronger institutional support. This hsociemegital a key pillar of MSME sustainability
in a competitive era.

The Influence of Technology ort ipport and MSEs’ Performance

strengthen institutional sug Jhi ' $MSME performance through operational efficiency and
(2024) also emphasized that integrating technology with

5. CONCLUSION

The findings of this study confirm that the measurement and structural models employed were valid,
reliable, and free from collinearity issues, making them suitable for further analysis. The measurement
model demonstrated strong indicator reliability, internal consistency, and both convergent and
discriminant validity, ensuring that the constructs were measured accurately and reliably. The structural
model revealed that institutional support significantly mediates the relationship between finance,
infrastructure, managerial skills, social factors, and technology on the performance of MSEs.

While finance did not directly affect performance, its influence was realised through institutional
support. Overall, the model explained 69.9% of the variance in MSE performance and 64.8% of the
variance in institutional support, demonstrating strong explanatory power. The total effect analysis
revealed that all five determinants make a positive and significant contribution to MSE performance.

These results underscore the crucial role of institutional support in strengthening the direct and
indirect effects of key determinants on MSE performance. It is recommended that policymakers and
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MSE stakeholders enhance institutional support mechanisms while simultaneously improving access
to finance, infrastructure, managerial skills, social factors, and technology adoption to maximise the
performance of micro and small enterprises.

5.1.Recommendations

This study examined factors affecting the performance of micro and small enterprises (MSEs) in

Samara-Logia city Administration, Afar Region, Ethiopia, focusing on managerial skills, access to

finance, technological factors, infrastructural factors, and social factors, with institutional support as a

mediating variable. The findings revealed that institutional support plays a crucial role in enhancing the

impact of these determinants on the performance of MSEs. Based on the results and conclusions, the
following recommendations are forwarded:

» Government offices, NGOs, and other support agencies should expand institutional support
services such as advisory services, incubation centres, and technical assistance
access finance, adopt technology, and improve their management practices.

» Entrepreneurship training programs should be developed in collaboraj

utilisation and repayment.
» Investment in infrastructure, such as reliable elect
complemented by institutional coordination. Thi
to MSEs and effectively utilised to boost prot¢
» Digital literacy and technology adoptlon prd
channels such as MSE developmen

all potential i i iactors,¥such as personality traits, cultural dynamics, and external
macroecongg > ons. |zdaddition, performance measures relied on self-reported data, which may

Abbreviation

MSEs — Micro Small Enterprises

NGOs — Non-Governmental Organizations
VIF — Variance Inflation Factor

PLS — Partial Least Square

OECD - Organization for Economic Co-operation and Development
ILO — International Labor Organization

GDP — Gross Domestic Product

AVE — Average variance extracted
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